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LETTER   FROM    THE   CHAIRMAN 


Fiscal  year  1999  was  a  banner  year  for  Montana  State  Fund  and  we  were  able  to  celebrate  a  number  of  key  events  as  the 
year  unfolded. 

In  September  of  1998,  one  of  the  highlights  of  my  term  on  the  State  Fund  Board  of  Directors  occurred.  Our  independent 
actuary  confirmed  the  Old  Fund's  unfunded  liability,  once  nearly  $500,000,000,  was  fully  funded,  and  we  were  able  to 
recommend  the  Old  Fund  Liability  Tax  (OFLT)  end  on  December  31.  1998. 

For  a  number  of  years,  Montanans  were  saddled  with  the  Old  Fund  tax.  Between  1 996  and  1 998,  State  Fund  Board  members 
approved  dividends  of  approximately  $166  million  from  the  New  State  Fund  to  be  deposited  in  the  Old  Fund  unfunded  liability 
account. This  helped  the  OFLT  end  nearly  eight  years  ahead  of  schedule.  It  was  gratifying  to  all  State  Fund  Board  members  to 
have  participated  in  ending  this  tax  early. 

In  December  1998,  the  Board  declared  a  $10  million  dividend  to  qualifying  policyholders,  the  first  dividend  from  the  State 
Fund  in  over  1 5  years. 

At  our  April  1999  Board  Meeting,  we  reviewed  internal  and  external  financial  data  and  approved  a  recommendation  from 
management  for  an  overall  premium  rate  decrease  of  2.2  percent. This  was  the  State  Fund's  fifth  consecutive  rate  reduction, 
resulting  in  a  cumulative  decrease  of  44  percent  since  1995. 

Clearly,  these  three  events  in  fiscal  year  1999  were  good  news  and  a  significant  positive  indicator  for  Montana  businesses  and 
their  employees.  As  Chairman  of  the  State  Fund  Board  of  Directors,  it  is  clear  to  me  that  the  State  Fund  turnaround 
Montanans  so  desperately  craved  just  six  short  years  ago  has  occurred. The  State  Fund  today  is  run  as  a  competitive  insurance 
company  with  appropriate  structure,  strength  of  leadership  and  aggressive  management.  With  continued  support  from  all 
stakeholders,  Montanans  will  never  again  be  faced  with  an  Old  Fund  Liability  Tax  situation. 

Having  a  state  fund  in  Montana  provides  a  viable  option  for  employers  to  purchase  their  mandatory  workers'  compensation 
coverage  at  the  lowest  prudently  possible  costs. The  State  Fund  will  always  provide  insurance  and  no  employer  will  be  refused 
if  their  account  is  in  good  standing. 

As  guaranteed  by  law,  Montana  State  Fund  will  always  be  here  to  provide  this  insurance  regardless  of  the  economy, 
competition,  or  other  business  challenges.  Meanwhile,  other  insurance  companies  may  come  and  go,  depending  on  local  or 
national  conditions. 

The  State  Fund  is  also  committed  to  the  high  purpose  of  making  our  state  the  safest  it  can  be. Today  it  is  demonstrating  this 
commitment  by  providing  excellent  service  to  both  businesses  and  their  employees.  Employers  win  when  they  have  an  option 
of  insuring  with  the  State  Fund. The  Montana  State  Fund  is  truly  an  investment  for  Montana  businesses. 
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Jim  Brouelette 
Chairman 


LETTER   FROM    THE   PRESIDENT 


Since  the  early  1900s.  Montana  State  Fund  has  existed  to  serve  Montana  businesses  and  their  injured  workers. The  structure  of  the 
State  Fund  has  improved  greatly  in  recent  years,  as  has  our  performance  and  commitment  to  providing  unequalled  service  to  our 
customers.  I  would  like  to  extend  my  gratitude  to  the  nearly  23,000  businesses  that  place  their  workers'  compensation  insurance 
with  the  State  Fund,  and  am  pleased  to  report  that  fiscal  year  1999  was  both  an  important  and  successful  year  for  our  organization. 

Because  we  provide  workers'  compensation  insurance  to  three  of  every  four  businesses  in  the  state,  the  State  Fund  is  known  as  a 
Montana  company  in  business  for  other  Montana  companies.  It  is  especially  noteworthy  that  we  provide  guaranteed  workers' 
compensation  insurance  coverage  for  small  businesses  and  start-up  operations,  and  understand  that  beginning  a  new  business  venture 
is  often  the  fulfillment  of  a  life-long  dream.  Without  the  State  Fund,  many  business  owners  might  have  been  denied  the  opportunity  to 
succeed. 

Despite  increased  competition,  continued  rate  decreases,  price  discounting  and  deteriorating  Montana  marketplace  accident  year  loss 
ratios,  our  financial  results  were  excellent.  We  completed  fiscal  year  1999  with  an  underwriting  gain  of  $4  million  and  a  statutory 
surplus  position  of  $133.5  million.  We  also  distributed  a  policyholder  dividend  of  $10  million  to  qualifying  employers. This 
represented  over  14%  of  our  fiscal  year  1999  premium.  Combined  with  recent  dividends  from  our  group  and  association  plans,  some 
of  our  customers  received  dividend  returns  of  over  25%  in  fiscal  year  1999. 

The  substantial  reductions  in  premiums  over  the  past  five  years  for  employers  were  long  overdue,  as  was  much  more  timely  delivery 
of  services  to  injured  workers. The  favorable  premium  reductions  are  due  in  part  to  internal  operational  improvements,  managed 
care,  a  decline  in  claim  frequency,  a  continued  battle  against  fraud,  and  the  current  economy. 

However,  the  situation  for  workers'  compensation  insurers  is  not  quite  as  positive.  It  is  clear  that  loss  costs  are  rising  and  the 
profitability  of  insurance  carriers  operating  in  Montana  is  at  a  very  low  level  or,  in  some  cases  on  an  accident  year  basis,  non-existent. 

Looking  to  the  future,  the  direction  the  Montana  workers'  compensation  system  takes  will  depend  in  large  part  on  projections  for 
principal  cost  drivers  including  medical  inflation,  claims  frequency,  benefit  levels,  litigation  and  fraud.  However,  an  overall  increasing  Montana 
accident  year  combined  ratio  for  insurers  -  the  ratio  of  losses  and  expenses  to  premiums  ( 1 30  for  1 998)  -  signals  a  firming  market. 

A  key  ingredient  for  success  is  an  insurer's  ability  to  embrace  change,  to  have  a  clear  focus  on  the  customer,  and  to  be  innovative. 
Montana  State  Fund  will  see  many  changes  in  the  coming  year  and  beyond,  particularly  changes  in  technology.  With  the 
implementation  of  our  new  PowerComp™  system,  we  are  confident  we  have  built  a  strong  technology  foundation.  We  will  now  be 
developing  a  data  warehousing  capability  which  will  allow  greater  information  access  for  our  agent  partners  and  key  customers.  We 
will  enhance  our  customer  service  and  make  it  easier  for  customers  to  do  business  with  us. We  will  be  surveying  our  customers  in 
new  ways  to  accurately  benchmark  service  delivery  and  identify  areas  where  we  can  improve.  We  intend  to  retain  our  position  as  a 
company  that  works  for  the  best  interests  of  Montana's  workers  and  businesses.  With  all  this  in  mind.  State  Fund  employees  will  be 
looking  at  redesigning  our  organization  in  a  way  that  clearly  reflects  our  customer  focus. 

I  am  extremely  proud  of  the  State  Fund's  employees  for  developing  many  program  and  service  improvements  for  our  customers.  All 
State  Fund  employees  live  and  work  in  the  communities  they  serve,  and  support  their  communities  with  their  time  and  resources. 
Through  Montana's  1999  State  Employee  Charitable  Giving  Campaign,  for  example,  our  employees  donated  nearly  $19,000  of  their 
own  money  to  charitable  organizations  that  serve  Montana  communities. 

We  enter  fiscal  year  2000  with  optimism  and  enthusiasm,  and  our  eye  on  the  many  opportunities  that  lie  ahead.  Opportunities  exist 
to  further  improve  our  services  and  to  make  our  organization  even  more  customer  focused,  effective  and  efficient.  We  are  well 
positioned  financially  to  meet  our  obligations  and  to  carry  out  our  injured  workers'  benefits  and  services  to  policy  maturity  I 
sincerely  appreciate  your  support  and  pledge  that  we  will  continue  to  work  hard  to  earn  your  confidence. 
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Carl  Swanson 
President  I  CEO 
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Montana  State  Fund  is  pleased  to  provide  you  with  thi 
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t  was  a  year  of  many  successes  for  the  State  Fund,  as  well  as  a 
year  of  completions  and  new  beginnings.  This  report  covers 
key  highlights  of  the  year  and  gives  an  overview  of  the  State 
Fund's  financial  condition.  It  also  discusses  a  few  of  the 
challenges  and  opportunities  we  will  encounter  as  we  enter 
the  21st  Century. We  hope  you  find  this  annual  report  useful 
and  informative,  and  welcome  your  comments  and  suggestions. 

OLD  FUND  LIABILITY  TAX  ENDS 

In  September  1998,  the  State  Fund's  Board  of  Directors 
reviewed  our  independent  actuary's  findings  and  concluded 
the  Old  Fund's  liability  was  fully  funded  in  accordance  with 
Montana  statute. The  Board  recommended  to  the  State 
Budget  Director  that  Montana's  Old  Fund  Liability  Tax 
(OFLT)  on  business  owners  and  employees  end  on 
December  31,  1998. 

Largely  because  of  $166  million  in 
financial  support  from  the  State 
Fund,  the  OFLT  was  terminated 
nearly  eight  years  ahead  of 
schedule,  saving  Montana  taxpayers 
more  than  $50  million  each  year. 

Due  to  the  Old  Fund  being  poorly 
structured  and  tied  into  the 
legislative  budget  process,  as  well  as 
past  political  involvement  in 
operations,  it  was  unable  to 
maintain  adequate  rates  and  service 
levels,  or  function  successfully  as  a 
competitive  insurer  and  guaranteed 
market  for  Montana  businesses. 
This  proved  to  be  very  disruptive 
to  the  marketplace  and  resulted  in 
an  estimated  half  billion  dollar 
unfunded  liability. The  liability  was 
ultimately  taken  over  as  a  state 
debt  and  was  funded  by  the  payroll 
tax  on  employers  and  employees. 


In  order  to  ensure  that  Montanans  would  never  again  be 
faced  with  an  old  fund  situation,  the  new  Montana  State 
Fund  was  created  by  the  legislature  in  1990  and  was 
structured  much  differently.  With  additional  legislative 
support,  it  has  been  provided  with  the  tools  to  operate 
more  like  a  competitive  insurance  company. The  State  Fund 
today  is  financially  strong,  is  providing  unprecedented  service 
levels  to  its  customers,  and  is  overseen  by  an  active  board  of 
directors  from  the  business  community  around  the  state. 

$10  MILLION  DISTRIBUTED  TO  POLICYHOLDERS 

The  Board  of  Directors  declared  a  $10  million  dividend  in 
December  1998  to  23,000  qualifying  policyholders  of  record 
for  the  policy  year  of  July  I,  1996  to  June  30,  1 997.  The 
dividend  was  the  first  declared  by  either  the  Old  State  Fund 
or  the  Montana  State  Fund  in  over  15  years. 

The  dividend  was  the  result  of  several  factors  including 
continued  favorable  loss  development,  accident  reduction 
efforts,  improved  claim  cost  controls,  and  a  strong  financial 
position.  Since  1994,  the  State  Fund  has  implemented  cost 
saving  initiatives  to  manage  claim  costs,  a  key  component  in 
the  excess  surplus  situation  and  subsequent  dividend 
declaration. Today,  the  State  Fund's  managed  care  and  claim 
management  programs  include  an  emphasis  on  early 
investigation  of  claims,  early  return  to  work,  and  aggressive 
fraud  prevention. 

Although  the  State  Fund  cannot  guarantee  annual  dividends, 
continued  strong  performance  and  actuarial  projections 
suggest  that  there  is  a  strong  probability  for  future  dividends 
to  policyholders. 

LEGISLATIVE  SESSION 

The  Montana  Legislature  continued  its  support  during  the 
1999  legislative  session. The  State  Fund  proposed  a  bill  to 
help  the  organization  operate  more  like  a  private  insurance 
company. The  bill,  passed  by  the  legislature,  strengthens  the 
Fund's  surplus  requirement  to  follow  National  Association  of 
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Local  Value  to  Customers 


Derek  Grewatz 

Western  Stores  Insurance 
Missoula 


Insurance  Commissioner's  standards,  and  excludes  the  State 
Fund  from  the  State's  Procurement  Act  when  contracting 
for  insurance  related  services.  Senate  Bill  23,  on  the 
November  2000  general  election  ballot,  will,  if  passed,  allow 
the  Board  of  Investments  to  invest  no  more  than  20  percent 
of  State  Fund's  assets  in  corporate  capital  stock. This  will 
allow  the  State  Fund  to  diversify  its  investments,  maximize 
returns,  and  reduce  risk  in  its  overall  portfolio. 

AGENT  PARTNERSHIP  GROWS 

Montana  State  Fund's  partnership  with  independent 
insurance  agents  across  Montana  continues  to  grow,  with  49 
agencies  and  over  300  agents.  Currently,  approximately  one- 
third  of  the  State  Fund's  premium  volume,  or  $23  million,  is 
represented  by  agents  in  communities  across  Montana. 

In  fiscal  year  1 999,  our  agent  partners  wrote  $3,262,165  in 
new  premium  on  507  policies.  Average  policy  annual 
premium  increased  over  the  past  twelve  months  to  $6,434. 
Western  States  Insurance  received  special  recognition  for 
exceeding  $1  million  in  new  written  premium  with  the  State 
Fund  for  the  reporting  year.  see  sidebar  ► 

NEW  PRODUCTS 

The  State  Fund  began  offering  new  products  to  its 
customers  in  fiscal  year  1999.  Other  States  Coverage  is 
specifically  designed  for  businesses  that  are  principally 
domiciled  in  Montana  but  have  permanent  business 
operations  and  employees  in  other  states  as  well. 


Employers  Liability  Insurance  coverage  limits  were  also 
raised.  All  employers  receive  basic  coverage  limits  at  no 
additional  cost,  and  increased  limits  are  also  now  available 
subject  to  underwriting  approval. 

FRAUD  MILESTONE 

The  State  Fund  continues  its  successful  fight  against 
workers'  compensation  fraud  in  Montana.  Since  anti-fraud 
legislation  was  passed  in  1 993.  the  State  Fund  has  saved  its 


Montana  State  Fund  revolutionized  the  way  it  does 
business  when  it  began  building  partnerships  with 
independent  insurance  agents  in  1997.  By  fiscal  year 
1999,  the  State  Fund  had  partnerships  with  49 
agencies  and  over  300  agents  in  1 14  offices.  Agencies 
now  represent  one  third  of  the  State  Fund's  book  of 
business. 

In  addition  to  helping  the  State  Fund  maintain  a 
healthy  cross  section  of  business,  independent 
insurance  agents  provide  valuable  services  and 
information  to  employers  in  their  own  communities. 
They  work  directly  with  State  Fund  underwriters  for 
the  best  price  and  present  quotes  that  best  fh  the 
risk.  Agents  know  their  customers  and  establish  long 
term  relationships  built  on  trust 

Many  agents  specialize  by  line  of  business  and  stay 
current  through  professional  education.  They  are 
knowledgeable  about  a  customer's  workplace  and 
can  identify  perils  and  suggest  changes.  Agents  can 
also  assist  customers  with  information  requests, 
forms  and  claim  reporting. 


"It's  about  convenience,  access  to  expertise,  and 
one-stop  shopping," says  Derek  Grewatz.Vice 
President  and  Chief  Marketing  Officer  with  Western 
States  Insurance  in  Missoula.  "Business  owners  need 
to  spend  their  time  running  their  business,  not  being 
involved  in  negotiating  prices,  coverages,  terms  and 
conditions  of  their  insurance  policies." 

Local  agents  are  also  able  to  help  employers  moke 
the  best  decisions  for  their  company,  adds  Grewatz. 
"Employers  can  turn  to  people  they  know  and  trust- 
people  who  know  their  business.  They  can  be 
confident  their  needs  are  being  served." 
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Peggy  Akerstrom 

Safety  Coordinator 
Manser's  Automotive 


Workplace  Safety 
Pays 


When  a  business  creates  on  effective  safety 
program,  both  the  owner  and  the  employees  are  big 
winners.  Employees  win  by  staying  healthy  and  on 
the  job  and  employers  enjoy  consistent  productivity, 
increased  efficiency  and  cost  savings. 

An  example  of  an  excellent  workplace  safety 
program  exists  at  Hanser's  Automotive  and  Salvage 
Company  in  Billings.  The  recipient  of  the  1999 
Governor's  Safety  Award,  Hanser's  has  made  safety 
one  of  its  top  priorities.Working  with  State  Fund 
safety  experts,  the  company  has  established  a 
successful  program  to  enhance  its  safety  culture 
through  various  measures,  including  recognition  of 
family  values  and  their  impact  on  the  workplace,  and 
the  development  of  a  business  plan  with  employees' 
safety  and  satisfaction  as  the  main  emphasis. 

Creating  a  strong  safety  program  made  good 
business  sense  for  the  company,  explains  Peggy 
Akerstrom,  Safety  Coordinator  with  Hanser's.  "The 
owners  take  a  keen  interest  in  their  employees  and 
are  committed  to  their  safety  and  satisfaction,"  she 
says.  "The  company  goes  out  of  its  way  to  create  a 
'family'  environment  of  caring  and  concern." 

What  the  company  receives  in  return  is  increased 
productivity  from  its  employees  and  steadily 
decreasing  workers'  compensation  insurance 
premiums.  "In  addition,  through  reduced  accidents 
and  increased  efficiency,  the  company  has  created  a 
wonderful  reputation  as  a  great  place  to  work,"  says 
Akerstrom.  "It  has  been  an  excellent  investment  for 
both  the  company  and  its  employees." 

Hanser's  Automotive  serves  as  a  role  model  for  all 
Montana  businesses.  If  each  business  owner 
established  a  similar  safety  program,  there  would 
undoubtedly  be  fewer  accidents  and  injured  workers 
and  considerable  savings  for  employers.  The  State 
Fund  is  proud  to  serve  a  business  whose  efforts  to 
promote  employee  safety  have  yielded  such 
outstanding  results. 


(continued  from  page  5) 


customers  more  than  $9  million  with  its  aggressive  fraud 
investigation  and  recovery  programs. 

In  the  past  six  years,  over  1,230  investigations  have  resulted 
in  49  convictions  and  millions  of  dollars  in  recovery.  Fraud 
audits  have  uncovered  $1.1  million  in  premium  owed,  and 
$570,000  has  been  collected. 

Anyone  with  information  about  possible  workers' 
compensation  fraud  in  their  communities  can  contact  the  State 
Funds  Fraud  Unit  at  1-888-MT  CRIME  or  1-888-682-7463. 

HATES  DROP  AGAIN 

For  the  fifth  straight  year,  Montana  State  Fund  reduced 
premiums  charged  to  customers  for  workers'  compensation 
insurance.  In  April,  the  Board  of  Directors  approved  an 
overall  premium  rate  reduction  of  2.2%. 

Since  1 995,  the  State  Fund's  net  premium  rates  have 
declined  a  total  of  44%.  In  fact,  with  no  overall  rate  changes 
in  fiscal  year  1995,  State  Fund  customers  have  not  seen  a 
rate  increase  for  six  years.  Because  of  rate  decreases  and 
dividends  over  the  past  five  years,  it  is  estimated  that  State 
Fund  policyholders  have  had  an  additional  $200  million 
available  for  business  expansion. This  is  good  news  for 
employers,  employees,  and  the  Montana  economy. 

SAFETY  EFFORTS  REAP  DIVIDENDS 

The  State  Fund  continues  to  support  an  aggressive  loss 
control  and  safety  promotion  program  to  improve 
workplace  safety  and  reduce  the  frequency  and  severity  of 
claims  from  injured  workers.  In  addition  to  the  standard 
program,  State  Fund  also  targets  employers  with  historically 
high  or  problematic  loss  ratios  and  offers  them  special  loss 
control  services. 

These  efforts  are  reaping  dividends  for  our  customers. This 
year,  one  of  the  State  Fund's  policyholders,  Hanser's 
Automotive  of  Billings,  received  the  Governor's  Annual 
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Safety  Award  for  their  efforts  to  promote  employee  safety 
and  well  being. The  combined  loss  control  efforts  of  the 
State  Fund  and  its  policyholders  is  resulting  in  fewer  injured 
workers  and  considerable  savings  for  employers. 

"QUALITY  CARE  MONTANA  "  UNVEILED 

In  June.  Montana  State  Fund  announced  the  start  of  its  new 
managed  care  program  for  injured  workers.  Named  "Quality 
Care  Montana,"  the  program  features  a  new  partnership 
between  the  State  Fund,  Montana  Health  Systems,  Inc.,  and 
Chiropractic  Health  Plan  of  Montana. 

The  State  Fund  has  used  the  services  of  managed  care 
organizations  (MCOs)  since  1995  in  a  successful  effort  to 
provide  both  medical  cost  containment  and  high-quality 
medical  care.  An  external  managed  care  expert  estimated 
that  partnerships  with  MCOs,  together  with  internal  case 
management  activities,  have  reduced  claim  expense  at  the 
State  Fund  by  25%. 

By  decreasing  the  number  of  MCO  partners  from  eight  to 
one,  the  State  Fund  gained  significant  economies  of  scale  and 
better  pricing  options  that  can  help  keep  the  cost  of 


workers'  compensation  insurance  down. This  new 
partnership  allows  the  State  Fund  to  develop  procedures  and 
guidelines  for  medical  services  delivery,  and  helps  improve 
the  quality  and  consistency  of  treatment  for  injured  workers 
across  Montana. 

POWERCOMP™  COMES  ON  LINE 

After  years  of  planning  and  development,  the  State  Fund 
launched  a  new,  comprehensive  computer  system  in  June. 
Called  PowerComp™,  the  system  will  provide  many  benefits 
to  our  customers  and  will  give  the  State  Fund  future 
opportunities  to  improve  service.  As  with  any  large  systems 
implementation,  the  State  Fund  experienced  some  minor 
issues,  but  has  been  resolving  these  issues  as  they  arise. 

With  PowerComp™  in  place,  the  State  Fund  can  now  begin 
focusing  on  enhancements  and  additions  to  the  new  system. 
Ultimately,  PowerComp™  will  allow  the  State  Fund  to  be 
more  effective  in  meeting  the  needs  of  our  agent  partners 
and  policyholders. 
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Power 


1999:  The  Year  in  Review 


STATUTORY  STATEMENT  OF  OPERATIONS 


Years  ended  June  30, 


NET  PREMIUMS  EARNED 


1999 

1998 

fl'n  thousands) 

fin  thousands) 

$70,170 

$76,421 

Losses  Incurred 

Loss  Expenses  Incurred 

Underwriting  Expenses  Incurred 


43,122 

13,938 

8,580 


48,882 
11,393 
6,209 


NET  UNDERWRITING  GAIN/(LOSS) 

Net  Investment  Income  Earned 
Net  Realized  Capital  Gains/(Losses) 
Premium  Balances  Charged  Off 
Other  Income 
Policyholder  Dividends 


4,530 

29,873 

579 

(490) 

41 

(9,992) 


9,937 

32,612 

1.261 

(1,199) 

37 


NET  INCOME/(LOSS) 


24,541 


42,648 


Surplus  at  June  30  Prior  Year 

Change  in  Non  Admitted  Assets 

Aggregate  Write  In  for  Gains  of  Losses  in  Surplus 

Operating  Transfer  Out 


119,435 

(461) 

5 

(10,000) 


150,229 
358 

(73,800) 


Surplus  as  Regards  Policyholders 
June  30  Current  Year 


$133,520 


$119,435 


FY99  Revenues 


FY99  Expenses  and  Transfers 


12% 


10% 


Premiums 

Investment.  Realized  Gains/Losses  and  Other  Income 


49% 


■  Losses  Incurred 

■  Loss  Expenses  Incurred 

I  Underwriting  Expenses  Incurred 


I  Policyholder  Dividends 

■  Transfers  Out  and  Other 


STATUTORY  BALANCE  SHEET 


Years  ended  June  30, 


Assets 

Investments: 


Total  Assets 
Liabilities 


Bonds 

Cash  and  Short-Term  Investments 
Other  Investments 
-  collateral  securities  on  loan 


Premium  Receivable  (net) 
Equipment  (net) 
Interest  Receivables 
Other  Assets 


Losses  Incurred 

Loss  Adjustment  Expense 

Payables  for  Securities  on  Loan 

Deferred  Revenue 

Other  Liabilities 


Total  Liabilities 

Policyholders'  Surplus 

Total  Liabilities  and  Policyholders'  Surplus 


1999 

fin  tfwusands) 

$420,347 

25.896 

91.728 


I  17,624 

14,601 

671 

6,494 

1,797 


23,563 
$561,534 


268.1  I  I 
35.389 
91.728 
19.315 
13,471 


$428,014 

133,519 
$561,534 


1998 

(in  tfwusands) 

$412,021 

17,130 

98,071 


I  15,201 

I  1,016 

540 

6,417 

1,650 


19,623 
$546,845 


278,643 

32,044 

98,072 

15.410 

3,242 


$427,410 

I  19,435 
$546,845 


M  0  N    TANA 

STATE 

FUND 

ANNUA    L 

REPORT 

1   9    9    9 


FY99  Assets 


FY99  Liabilities  &  Surplus 


^B  Bonds 

H  Cash  &  Short-Term  Investments 

1 1  Other  Investments 

(collateral  securities  on  loan) 


Premium  Receivable 


I  Equipment,  Interest  Receivable 
&  Other  Assets 


Losses  Incurred 


^H  Loss  Ad|ustmcnt 
I  Payables  for  Securities  of  Loan 


I  Deferred  Revenue 

B  Other  Labilities 

H  Policyholders'  Surplus 


49% 


Financials 


Gross  Written  Premiums 


Premiums  reached  a  high  of  $182 

million  in  1994.  Since  that  time, 

Montana  State  Fund  has  reduced 

premiums  charged  to  customers 

by  44%. 


— 1  $200,000 


—    $150,000 


—    $100,000 


$50,000 


FY9I  FY92         FY93         FY94         FY95         FY96         FY97         FY98         FY99 


Montana  State  Fund  Premium  Changes  Compared  to  FY94 

Earned  Premium        LZl  Net  Lost  Business  I  Change  to  Lower-Rated  Classes        [ZJ  Effect  of  Rate  Reductions 


Premium  rate  decreases  of 

44%  make  up  the  majority  of 

the  State  Fund's  premium 

decline  from  $182  million  in 

1994  to  $70  million  in  1999. 

The  remainder  of  premium 

reductions  resulted  from  a 

shift  in  business  mix  to 

lower-rated  classes  and  a 

healthy  competitive  market. 


$200,000,00 


$150,000.00 


100.000,00 


$50,000,000 


FY94 


FY95 


FY96 


FY97 


FY98 


FY99 


10% 


Annual  Rate  Change 

Manual  Rate  Change  J  Underwriting  Programs 


S% 


0  =  o 


-5% 


-10% 


-15% 


-203 


FY95     FY96     FY97     FY98     FY99     FYOO 


When  adjusted  for  inflation, 
State  Fund  rates  are  now  below 
the  level  they  were  in  1985. 
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Accident-Free  Employers 

I  Accident-Free  J  Claim  Filed 


For  Montana  State  Fund 
customers,  safety  pays.  In  1999. 
over  85%  of  businesses  insured  by 
the  State  Fund  did  not  experience 
a  job-related  accident.  This  is  a  7% 
improvement  from  1993. 


FY93 


FY98 


FY99 


Seventy  shown  at  /  999  benefit  levels  for  all  yeors 
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Montana  State  Fund  Claim  Severity  Trends  1991-1999 

•  M  Indemnity        IZZI  Medical 


Claim  severity  is  a  measure  of  the 

average  cost  of  indemnity  and 

medical  claims.The  average  cost 

of  an  indemnity  claim  has 

increased  26%  and  the  average 

cost  of  a  medical  claim  has 

increased  40%  since  1 99 1. The 

severity  of  indemnity  claims  is 

driven  by  wage  growth  over  time 

while  the  medical  costs  are  driven 

by  medical  inflation  trends. 


$35,000 


$30,000 


$25,000 


&     $20,000 
~      $15,000 


$10,000 


$5,000 


J I I L 


J L 


$600 


$500 


$400 


$300    §* 


$200 


$100 


$0  $0 

FY9I        FY92        FY93        FY94       FY95        FY96       FY97       FY98       FY99 


The  number  of  claims  reported 

per  each  million  dollars  of  payroll 

insured  by  State  Fund  continued 

to  decline  in  1 999. The  reduction 

was  almost  6%  over  1998  and  24% 

in  the  last  five  years. 


Montana  State  Fund  Claims  Frequency 
Per$1  Million  of  Payroll 


(Adjusted  for  wage  inflation) 


—,   5 


3   I 

3 


2    3 


FY95 


FY96 


FY97 


FY98 


FY99 


Average  Claim  Cost  per  Million  of  Payroll 


i—      $34,072 


$27,369 


Montana  State  Fund's  average 
claim  costs  are  leveling  out  as  a 
result  of  solid  accident 
prevention  measures,  legislative 
effects,  and  appropriate  claims 
management  practices.  Managing 
claim  costs  and  keeping 
workers'  compensation  costs 
down  is  a  process  that  fosters  a 
partnership  between  the  State 
Fund  and  its  customers. 
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FY95 


FY96 


FY97 


FY98 


FY99 


Fraud  Savings 


$9,556,074 


FY93  &94  FY95  FY96  FY97  FY98  FY99 


The  Fraud  Unit  has  saved  the 
State  Fund  over  $9.5  million  since 
FY93  The  unit  works  aggressively 
with  the  Montana  Department  of 
Justice,  the  Criminal  Investigations 
Bureau  and  local  attorneys. 
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Report  of  Management 


The  management  of  the  Montana  State  Fund  is  responsible  for  the  financial  statements  and  all  other 
information  presented  in  this  Annual  Report. The  financial  statements  are  presented  in  summary  form  for 
our  fiscal  year  1998-99  annual  report  and  include  amounts  based  on  the  best  estimates  and  judgements  of 
management. These  financial  results  are  presented  on  a  Statutory  Basis  which  is  consistent  with  insurance 
industry  financial  statement  presentation. This  presentation  differs  slightly  from  the  Governmental 
presentation  basis  (GASB)  that  was  reviewed  and  audited  by  our  independent  auditors.  Below  you  will 
find  a  financial  reconciliation  of  surplus  between  the  audited  financial  statements  and  the  statutory 
presentation. 

The  Montana  State  Fund  maintains  a  system  of  internal  control. The  system  of  internal  control  is  designed 
to  provide  reasonable  assurance  that  assets  are  safeguarded  against  loss  and  that  transactions  are 
executed  and  recorded  in  accordance  with  management's  authorization. The  system  of  internal  control 
encompasses  the  organizational  structure,  selection  and  training  of  personnel,  communication  and 
enforcement  of  policies  and  procedures,  and  an  ongoing  internal  audit  program. The  system  of  internal 
control  is  continually  reviewed  and  evaluated  by  management. 

The  Montana  State  Fund  engages  the  Legislative  Audit  Division  to  conduct  independent  audits  of  the 
financial  statements  in  accordance  with  Generally  Accepted  Auditing  Standards  (GAAS). Their  audits 
include  reviews  and  tests  of  controls,  transactions,  compliance  with  State  Law,  and  other  information  they 
consider  necessary  to  express  an  opinion  on  the  financial  statements  and  to  determine  compliance  with 
State  Law.  For  the  financial  period  ending  June  30,  1999,  the  Montana  State  Fund  received  an  unqualified 
audit  opinion  from  its  independent  auditors. 

A  comparison  of  Statutory  Accounting  to  Governmental  Accounting  is  shown  below: 

(in  thousands) 

Statutory  Accounting  Ending  Surplus  $133,520 

Reconciling  Items: 

FY99  unrealized  Loss  on  Bonds  12,429 

Non  Admitted  Assets  1 0,844 

Transfer  of  Surplus  to  General  Fund  10,000 

Net  Income  difference  between  methods  for  FY99  (22,430) 

Governmental  Accounting  Ending  Surplus  $144,363 

To  obtain  a  copy  of  the  full  financial  statements  and  related  notes  to  the  financial  statements,  please 
contact  the  Legislative  Audit  Division  of  the  State  of  Montana. 


Report  of  Management 


Tillinghast -Towers  Perrin 


Robert  F.  Conger 

FCAS.  MAAA,  FCIA 
Principal 

950  East  Paces  Fern/  Road 
Atlanta.  GA  30326-1119 
404  365  1634 
Fax:404  365-1167 


November  22,  1999 


To  Members  of  the  State  Fund  Board  of  Directors: 

Tillinghast  -  Towers  Perrin  was  engaged  by  the  Montana  State  Compensation  Insurance  Fund 
(the  Fund)  to  estimate  the  unpaid  loss  and  loss  adjustment  expenses  as  of  June  30,  1 999,  for 
the  Fund's  workers  compensation  exposures.  We  examined  both  the  New  Fund  and  the  Old 
Fund,  using  data  evaluated  as  of  June  30,  1 999.  We  relied  on  Fund  personnel  as  to  the 
completeness  and  accuracy  of  the  data. 

For  the  New  Fund,  our  estimated  loss  and  loss  adjustment  expense  liability  as  of  June  30, 
1999,  is  $303.5  million,  undiscounted.  The  Fund  has  recorded  a  provision  of  $303.5  million  on 
its  June  30,  1 999  balance  sheet  for  the  New  Fund's  unpaid  loss  and  loss  adjustment  expense. 

For  the  Old  Fund,  our  estimated  loss  and  loss  adjustment  expense  liability  as  of  June  30, 
1999,  is  $130.1  million  discounted  to  a  present  value  basis  using  a  discount  rate  of  5.5%.  The 
amount  of  the  discount  is  $55  million.  A  change  was  made  in  FY99  to  address  the  need  for 
regular  evaluations  of  the  Old  Fund  on  a  discounted  basis  as  required  by  Montana  Statute. 
(The  previous  year's  presentation  was  prepared  on  an  undiscounted  basis.)  As  a  result,  the 
Fund  has  recorded  a  provision  of  $130.1  million  on  the  June  30,  1999  balance  sheet  for  the 
Old  Fund's  unpaid  loss  and  loss  adjustment  expense. 

The  Total  Fund  Equity  of  the  New  Fund  as  of  June  30,  1999,  with  loss  and  loss  adjustment 
expense  liability  expressed  on  an  undiscounted  basis,  is  $144.4  million.  The  Fund  applied 
GASB  31  where  unrealized  gains  are  recorded  as  assets.  Applying  FASB  115  criteria  which 
excludes  unrealized  capital  gains  (as  referenced  in  the  notes  to  the  financial  statement)  would 
result  in  an  adjusted  total  Fund  equity  of  $141.8  million.  Current  year  premium  revenue  was 
$70.2  million.  We  note  that  the  New  Fund  surplus  level,  inclusive  or  exclusive  of  unrealized 
capital  gains,  is  consistent  with  traditional  industry  standards.  We  believe  that  it  is  prudent  for 
the  Fund  to  set  a  long-term  goal  of  maintaining  surplus  based  on  industry  standards. 

VARIABILITY 

Loss  and  loss  adjustment  expense  reserve  estimates  are  subject  to  considerable  uncertainty 
due  to  the  fact  that  the  ultimate  liability  for  claims  is  subject  to  the  outcome  of  events  yet  to 
occur.  Additional  uncertainty  is  introduced  in  estimating  unpaid  loss  and  loss  adjustment 
expense  on  a  present  value  basis.  That  is,  besides  the  risk  of  underestimating  or 
overestimating  the  overall  amount  of  the  loss  and  loss  adjustment  expense  liabilities,  there  is 
the  additional  risk  that  the  timing  of  the  future  payment  of  those  liabilities  will  differ  from  the 
estimated  payout,  or  that  the  future  yield  on  the  underlying  assets  will  differ  from  the 
assumed  interest  rate. 
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Robert  F.  Conger 

Fellow,  Casualty  Actuarial  Society 

Member,  American  Academy  of  Actuaries 
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EXECUTIVE  STAFF 

(left  to  right) 

Joanne  Sbydian.VP  Human  Resources  &  Communications 

jim  McCluskey.VP  Claims 

Connie  Brooks.  VP  Information  Technology 

Carl  Swonson,  President/CEO 

Laurence  Hubbard,  VP  Underwnvng  &  Marketing 

Linda  Goan,  Special  Assistant  to  the  President 

Mark  Barry,  Senior  VP  Administration  &  Finance 

Nancy  Buder.VP  Legal 


BOARD  OF  DIRECTORS 

(left  to  right) 

jim  Brouelette,  Chairman 

Tom  Horn 

Lorretta  Lynde 

Brian  Donahue 

Carl  Swonson,  PresidentlCEO 

jack  Morgenstem 

Herb  LeuprechiVice  Chairman 


Executive  Staff  and  Board  of  Directors 


A  Time  to 


The  coming  year  brings  new  challenges  and  opportunities  to  Montana  State 
Fund.  Recent  trends  indicate  that  market  changes  are  on  the  horizon,  and  the 
State  Fund  is  poised  to  respond  to,  and  take  advantage  of  these  changes. 

Technology  needs  are  changing  now  more  rapidly  than  ever  before. 
Implementation  of  PowerComp™  placed  the  State  Fund  on  a  strong 
technological  foundation,  and  we  will  be  exploring  ways  to  enhance  our 
systems  to  complement  our  current  capabilities. 

Service  remains  a  top  priority  of  the  State  Fund.  We  will  be  examining  ways  to 
improve  our  service  delivery  and  make  the  State  Fund  the  unparalleled  leader 
in  customer  service. 

The  strength  of  the  State  Fund  lies  in  its  corps  of  talented  employees.  We  will 
continue  to  enhance  employee  involvement  and  empowerment  in  order  to 
create  a  higher  quality  organization  that  is  even  more  responsive  to  market 
demands  and  customer  needs. 

The  Montana  State  Fund  looks  forward  to  the  new  century,  and  the 
opportunities  for  increased  services  to  our  customers.  We  extend  our  sincere 
thanks  to  the  many  people  whose  efforts  have  helped  bring  us  where  we  are 
today:  our  Governor,  legislators,  employers  and  their  employees,  our  Board  of 
Directors,  and  our  employees. 


Montana  employers  and  employees  are  the  real  beneficiaries  of  a  strong  state 
fund.  Our  overall  goal  is  to  ensure  that  the  State  Fund  remains  a  vital 
presence,  serving  Montana  businesses  in  the  new  century. 


STATEFUND 


5  South  Last  Chance  Gulch  •  P.O.Box  4759  •  Helena,  MT  59604-4759 
800-332-6102  •  406-444-6500  •  406-444-7796  Fax  •  http:llstfund.state.mtus 


This  document  is  printed  at  Montana  State  Fund's  expense.  Information  on  the  cost  of  publication  can  be  obtained  by  writing  Department  of  Administration,  Helena,  MT. 

Chuck  Christiansen,  Editor  *   Wendt  Kochman,  Design 


